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KEY ECONOMIC INDICATORS 


All valueSin millions of U.S. $ Exchange Rates: 1978 - DH 4.15 
1977 - DH 4.5 
1976 - DH 4.46 


ITEM 19762/ 19772/ % change/ 19783/ 4/ 
716/77 pe ics 


INCOME, PRODUCTION, PRICES 
GNP (Current Prices) 8,455 9,498 
GNP (1960 Prices) 44721 4 489 
Per Capita GNP (Current Prices in US$) 471 520 
Fixed Investment 2.311 2,867 
Value Construction Authorization 430 556 
Agricultural Production (1960 Prices) 92h 751 
Energy Imports as Percentage of Consumption 19 80 
Industrial Production Index (1969=100) 148 161 
Value Phosphate Rock Exports 491 469 
Value Phosphate Derivative Exports 31.4 Th. 
End of Year Cost of Living Index 

(May 1972/73 = 100) 152. 167 
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GOVERNMENT, FINANCE 
Consolidated Ordinary Revenue 2,356 2,900 
Ordinary Expenditures 2,075 15.79 2,482 
Of which Debt Service 298. 81 510 
Debt Service as Percentage of Exports . 15. Det 23 
Debt Service as Percentage of Exports 
and Transfer Payments 11. 56.8 17.3 
Investment Expenditure 2,225 23.04 1,687 
Overall Deficit 1,714 3.0 1,277 
Of which Externally Financed 1,154 15.0 829 
Money Supply 4,501 18.6 5 Sh 


BALANCE OF PAYMENT 

Net Gold/Exchanges Reserves 412 400 - 2.9 409 

Balance of Payments 12 Near balance No change Near balance 

Balance of Trade 1,340 - 1,898 - 41.6 - 1,490 

Exports F.0O.B. 1,298. 1,302 1,600 
U.S. Share (%) 1.1 i. 1.6 

Imports C.I.F. 2,591 3,200 80 2,900 
U.S. Share (%) 8.6 5. Ts0 

Net Transfer Payments 541 589 630 

Net Capital Movements 1,332 1,824 ‘ 1,300 


MAIN IMPORTS FROM U.S. - 1977 


Grain; Aircraft; Tobacco; Automobile parts; Cotton; Machinery; Scientific instruments; 
Tallow. 


1/ Preliminary 2/ Preliminary 3/ Forecast 
q/ Due to the dollar's sharp decline against the dirham, dollar estimates in this table 
show substantially higher 1978 growth rates than would a table showing dirhams. 





SUMMARY 


Although the Moroccan economy now appears to be recovering from some 
of the worst effects of the 1977 slump, a difficult two years probably 
lie ahead as the country begins to adjust to various austerity 
measures designed to bring national expenditures more into line with 
available resources. Included among the new measures are an expendi- 
ture inhibiting 1978 state budget, abandonment of the long delayed 
1978-82 five year plan, reduced investment authorization levels, and 
new restrictions on certain imported products, all of which are 
intended to reduce directly and indirectly Morocco's substantial 
balance of trade deficit. 


Although Morocco's economic managers are likely to hold to a long-tem 
strategy of rapid, capital-intensive industrial development, they 
realize that a period of relative austerity will be essential at least 
through 1980. Consequently, we expect 1978 to be a year of tight 
domestic credit; reduced levels of imports; slightly reduced inflation, 
and higher unemployment levels. Real GNP growth will be about 2-4 per 
cent, driven primarily by improved performance of the mining (especially 
phosphates), agricultural and tourist sectors. In terms of broader 
economic policy, there will nevertheless be a continued emphasis on the 
industrialization program although at a lower tempo -- and an increasing- 
ly controlled enlargement of the country's foreign debt. 


Despite reduced short-term national growth targets, U.S. firms will 
continue to find attractive opportunities for sales of capital goods and 
related services. Opportunities also exist for investments in tourism, 
manufacturing, agri-business and high technology industry. U.S. banks 
will find attractive creditor positions for medium-tem project finance 
and short-term commercial credit operations. Viewed in terms of its 
resources, industrial potential and lack of great difficulty in obtaining 
large commercial loans from international financial institutions, 
Morocco's long-term economic prospects appear favorable. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Setting 


Preliminary indications in mid-1978 are that the Moroccan economy has 
begun to recover from the relatively steep growth recession which has 
plagued it since mid-1977. Illustrative of the recent partial 
improvement in Morocco's economic posture are: the substantially 
improved 1977/78 harvest; a declining April and May cost-of-living 
index, and a gradually shrinking balance of trade deficit -- prelimi- 
nary six month figures for 1978 show an 8% decline in imports and 
a 1% increase in exports over the comparable 1977 period. Nevertheless, 
the economy faces a difficult two year period ahead, as GOM economic 
planners attempt to rein in national expenditures to conform to 
available resources. 


The Moroccan economy performed poorly in 1977, growing by only 1.3 per 
cent in real terms as opposed to a record increase of 8.5 per cent in 
real terms in 1976. Several important factors account for this slump: 
First, the GOM misjudged the world phosphate market's behavior in 1974- 
75 and was slow to adjust its economic and financial planning to 
declining world demand and prices for phosphate rock in 1976-77. Expec- 
tations of what turned out to be unrealistically high levels of phosphate 
earnings resulted in a series of severe annual shortfalls in export 
revenues, made up to a large extent by a further enlargement of the 
country's foreign debt exposure. Second, a decline in agricultural 
production as a result of the bad 1976-77 crop year reduced agricultural 
earnings, and also required the country to resort to the world grain 
market for significantly larger than anticipated wheat imports. Third, 
a decline in demand in the vital Western European market, linked to the 
generally sluggish performance of West European economies in 1977, 
contributed further toward reduced export earnings. Partly as a result 
of these factors, Morocco's traditional trade deficit increased from 
$1.34 billion (DH 6.03 billion) in 1976 to a record $1.90 billion 

(DH 7.89 billion) in 1977. 


Finally, the ongoing but increasingly costly conflict in the former 
Spanish Sahara continued to drain vital resources, revenue, labor and 
managerial expertise from many productive sectors of the national 
economy. The cests of increased military operations to counter the 
Polisario guerrilla insurgency in Southern Morocco, the former Spanish 
Sahara, and Mauritania contributed earlier in the year to a noticeable 
tightening in the government's overall liquidity posture. The actual 
effect of the Saharan conflict on Morocco's economy is difficult to 
measure with any precision. A reportedly substantial but specifically 





unquantifiable portion of these military costs as well as Morocco's 
peacekeeping role in Zaire appear to have been financed by 
concessional bilateral assistance from several Middle East countries. 


Corrective Action 


Confronted with a tightening liquidity situation, widening resource 
gap and sluggish overall economic growth, Morocco's economic managers 
made the fundamental assessment that the capital-intensive development 
program initiated during the 1973-77 plan could no longer be sustained 
in the short-term. As a consequence, the GOM adopted a number of 
austerity measures to bring national expenditures more into line with 
available resources: First, the 1978 state budget includes increased 
direct and indirect taxes and features substantially reduced investment 
authorization levels, intended to reduce imports and thereby improve 
Morocco's balance of trade posture. 


Second, King Hassan II speech of June 4, 1978 called for a national 
consensus on necessary austerity measures to solve Morocco's current 
financial difficulties, among them a scaled-down, transitional 1978-80 
three-year plan to replace the long-delayed 1978-82 five year plan, a 
commitment to reduce imports by 20 per cent, a more favorable exchange 
rate benefitting Moroccan workers overseas (primarily in France) who 
can now repatriate their earnings on the basis of 1_ French Franc for 

1 Dirham (actual exchange rate is FF 1.1 = DH 1.-).1/ 


Shortly thereafter, the GOM announced new import restrictive measures 
which prohibit the importation of certain products, require licensing 
of others, and require many importing firms to make a 25 per cent prior 
import deposit on the value of shipments of imported goods. 


Total imports (CY 1976) of newly prohibited products are relatively 
small - $59.5 million (DH 265.5 million) - which represent 2 per cent 
of total imports and 4 per cent of the 1976 trade deficit. Newly 
subject to government licensing are 125 product groups with a total 
value (CY 1976) of $645 million (DH 2.88 billion), amounting to 
approximately 25 per cent of total 1976 imports and 48 per cent of the 
1976 trade deficit. This increased licensing discretion, coupled with 
the prior import deposit requirement will give the Moroccan government 
a potentially effective means of regulating import flows and working 
down somewhat the balance of trade deficit. 


1/ Contrary to initial reports of some wire services immediately 
after the King's speech, the Dirham was not in fact devalued 
against the French Franc for normal currency exchange 
transactions. 





Third, the GOM moved to slow the expansion of the money supply to a 
projected 19 per cent in 1978 (versus 18.6 per cent in 1977) and 
has raised interest rates to encourage saving. Stringent credit 
limits on the domestic banking sector have been imposed. As a 
result of these measures, government financial experts expect to 
hold inflation to 8-9 per cent this year, as opposed to last year's 
official rate of approximately 12.6 per cent. The slowdown in 
government payments to the private sector which occurred early in 
1978 has recently moderated as a series of new external loans have 
been negotiated. 


1978 and Beyond: A Preliminary Forecast 


Although the Moroccan economy appears to be recovering from some of 
worst effects of the 1977 slump, a difficult two years probably lie 
ahead. We expect the 1978-80 three-year plan (a substitute for the 
long-delayed 1978-82 five-year plan) to be presented to Parliament 
in October 1978, thereby rendering it, for all practical purposes, 
a two-year plan. 


Following the lead of the 1978 budget, the 1978-80 three-year plan 

is expected to feature a more selective targeting of new investment 
allocations and their concentration largely on high-priority projects 
begun during the 1973-78 five-year plan. Within the substantially 
reduced government investment authorizations (down 30 per cent in the 
1978 budget), export-generating projects will receive a high priority. 


Although Morocco's economic managers are likely to hold to a long-term 
strategy of rapid, capital-intensive industrial development fueled by 
phosphate industry export earnings and foreign financing, they realize 
that a period of relative austerity will be essential until 1980. A 
combination of at least moderate inflationary pressures (officially 
estimated at approximately 8 per cent as opposed to 12.6 per cent for 
1977); a growing reliance on external borrowings to maintain economy- 
wide equilibrium and liquidity; and the substantial costs of the 
Saharan conflict, national defense and internal security will limit 
the scope of economic recovery for the remainder of the 1978-80 three- 
year plan. 


On the plus side, Morocco's 1978 balance of trade deficit will be 
reduced, as a direct result of the Government's import restrictive 
program and a vigorous reining in of capital equipment imports, more 
indirectly as a consequence of the very good 1977-78 harvest. 
Preliminary indications are that 1978 agricultural production (at 
constant 1960 prices) will increase 36 per cent over that of 1977. 
Morocco's phosphate industry export earnings are also expected to 





improve as world demand for phosphate rock picks up. We estimate 
revenues from phosphate rock exports in 1978 to be about $580-600 
million, assuming an export level of 20 million tons at $29-30 per 
ton. Over the longer term, agreements concluded with the USSR in 
1978 relating to development of the Meskala phosphate deposit, 
agricultural and industrial commodity exchanges, and expansion of 
fishing industries in waters claimed by Morocco, are expected to 
boost long-term export revenues and to promote a much-needed 
diversification of export trade. The tourist industry, Morocco's 
third foreign exchange earner after phosphate exports and foreign 
worker remittances, is again expected to show improved earnings in 
1978. Finally, Morocco's continued ability to obtain large 
commercial loans from various consortia of international financial 
institutions indicate that the country's long-term economic prospects 
are considered promising. 


Thus we expect 1978 to be a year of tight domestic credit; slightly 
reduced inflation; higher unemployment levels; improved real GNP 
growth of 2-4 per cent, a reduced deficit in the trade balance; 
continued emphasis on the industrialization program, although at a 
lower tempo; and an increasingly controlled enlargement of the 
country's foreign debt. 


Basic Problems 


Nevertheless, there remain fundamental structural disequilibria 
within the Moroccan economy. They are all linked to the country's 
considerable dependence on foreign products, export markets and 
external capital flows, and are unlikely to disappear over the short- 
term given even the most favorable circumstances affecting individual 
export items. 


The first basic disequilibrium is the country's consistent deficiency 
in agricultural production. Chronic shortfalls in recent years of 
cereals, vegetable oils and dairy ppducts have placed a severe burden 
on Morocco's external trade balance. In 1977, agricultural exports 
covered only approximately 60 per cent of agricultural imports. 
Additionally, Morocco's high annual population growth rate (2.9 per 
cent) continues to exceed the average annual growth in agricultural 
production (2 per cent). 


The second basic disequilibrium is the country's inability to cover 
its economic development and defense need through sufficient export 





earnings, resulting in a chronic trade deficit. In addition to 
significant imports of agricultural products, industrial 
machinery and materials and military equipment, Morocco is forced 
to import annually 80 per cent of its energy requirements. 
Furthermore, heavy dependence on Western European markets 
(especially France) make Moroccan exports extremely vulnerable to 
Western business cycle fluctuations. 


A third disequilibrium derives from Morocco's decision to fund its 
development program by accepting a substantial and progressively 
increasing external debt. Such a policy was considered prudent in 
1974, when the country's resource gap was less alarming and windfall 
profits from rising world phosphate demand were expected to continue 
indefinitely. The debt service to export ratio began to rise 
substantially in 1977, however, and is officially expected to reach 
about 22 per cent in 1978. If foreign worker remittances, an important 
source of Morocco's foreign exchange, are added to exports totals, the 
1978 debt service ratio will probably amount to 17.3 per cent. Seen in 
terms of debt volume, Morocco's external public debt has risen from 
$2.14 billion in 1976 to $3.73 billion in 1977, and should exceed $5 
billion in 1978, taking into account the continuing decline in the 
value of the dollar. 


Policy Implications 


Morocco's economic managers have already taken a number of austerity 
measures in 1978 to bring national growth targets more into line with 
available resources. Armed with lower investment authorizations 
during the soon-to-be presented 1978-80 three-year plan, as well as 
newly enacted restrictions on the importation of certain products, the 
Moroccan government should have at its disposal sufficient means to 
reduce somewhat the resource gap in the 1978-79 period. Although the 
government has called upon all citizens to share the burdens of the 
austerity measures taken, it remains to be seen how equitably these 
burdens will be distributed among the population. Given the tight 
economic situation, it appears likely that necessary reforms in some 
basic social services will be postponed, and that unemployment, 
officially put at 6-7 per cent but actually substantially higher in 
urban areas, will increase. 


Despite the current difficulties, Morocco remains determined - as a 
matter of basic national policy - to proceed with its ambitious capital- 
intensive industrialization program over the longer term. Priority 
projects will thus probably continue to be funded through 1978 and 
beyond. As a result, Morocco's economic managers expect 1978 debt 
service to export ratios in 1978 to exceed 22 per cent, (or 17.3 per 
cent if transfer payments are included with exports). 





IMPLICATIONS FOR THE UNITED STATES 


Morocco's probable detern nation to push ahead over the long-term with 
its capital-intensive development program offers U.S. firms attractive 
opportunities for sales of capital goods and related services. 
Interest will be particularly strong in high technology products and 
processes in which the U.S. has recognized leadership. Given its 
growing need for capital resources, we also suspect that Morocco will 
be making a more concerted effort to lure U.S. foreign investment 


into the country, an area where it has needed to devote more attention 
and resources. 


Projects likely to receive top priority in the 1978-80 three-year plan 
include a new phosphoric acid plant, an oil refinery, a steel mill, 

port infrastructure for the integrated chemical complex and industrial 
port to be built at Jorf Lasfar, rail lines, road construction, together 
with irrigated land development and numerous other agricultural and 
industrial projects. Technical and management service companies will 
find an increasing market in Morocco as industrialization increases and 
development of high technology agriculture progresses. Opportunities 
also exist for U.S. banks to manage or participate in medium-term 
project and government loans. 


The Moroccan Investment Code offers inducements to firms prepared to 
accord local partners at least half ownership plus board chairmanship. 
In such priority sectors as mining, tourism and export industries, one 
hundred per cent foreign ownership is authorized, while still permitting 
foreign firms to profit from code incentives. Moreover, with proposed 
investments in excess of 30 million dirhams (approximately $7.2 million) 
advantages in addition to those specified in the code can be negotiated 
with the Moroccan government. 


*% U., S, GOVERNMENT PRINTING OFFICE : 1978—261-076/29 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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MARKET SHARE REPORTS can help fill your export information 
gap. These easy-to-read reports will help you pinpoint new sales 
prospects in a wide range of markets. You'll use them extensively 
to identify overall foreign trade trends in manufactured goods and 
to compare your own performance in world markets with that of 
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U.S. and other major suppliers. And the five-year spread of data on 
trade in nearly 900 commodities gives a precise picture of changing 
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MARKET SHARE REPORTS for 1972-1976 are offered in two 
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88 Country Reports—each covering a leading importing nation. 
$4.75 each. 

885 Commodity Reports—with data on exports from the U.S. and 
13 other major exporting countries. $3.25 each. 
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